In order to assess the attractiveness of Romania as an investment location from a tax point of view, we finally compare Romania's tax regime in an international context. Focusing on the Central and Eastern European EU accession countries, our analysis reveals Romania's advantageous position in the country ranking. Only Bulgaria provides a significant lower tax burden of EUR 9,961,865, which is mainly due to its significantly lower statutory tax rate of 10% and the beneficial depreciation allowances for buildings and machinery. We eventually analyze possible reform options. Assuming that all other jurisdictions do not amend their tax system, a corporate income tax rate of approximately 9.5% would not only place Romania ahead of Bulgaria but also on top of the overall European country ranking.
country. This is mainly due to the fact that the Romanian corporate income tax rate of 16% currently undercuts the average corporate income tax rate in the Member States of the European Union by more than 6 percentage points. Yet, the corporate income tax rate does not give the whole picture as the reduction of corporate income tax rates in many longstanding EU and OECD Member States has in many cases been accompanied by a broadening of the tax base. Further important determinants of the tax burden of corporations that have been affected by tax reform measures implemented in the EU Member States comprise depreciation allowances, rules that restrict the deductibility of interest, and tax provisions that govern the treatment of losses.
Hence, the objective of this paper is to firstly investigate the development of corporate tax law in Romania from 1992 to 2010 in order to highlight the main structural changes of the Romanian company tax system. Secondly, we want to investigate whether these changes are in line with the trend of tax-rate-cut-cum-base-broadening reforms, which has been identified for other Member States of the EU and the OECD.
The descriptive analysis of the development of corporate taxation in Romania from 1992 to 2010 shows that the significant decrease of the corporate income tax rate from 45% in 1992 to 16% since 2005 has been accompanied by a great variety of reform measures pertaining to the tax base of corporate income tax. The most important changes concern the features of corporate tax systems already mentioned above, namely the depreciation allowances, provisions that restrict the deductibility of interest, and the treatment of losses.
Overall, the decrease of the Romanian corporate income tax rate has not been accompanied by a broadening of the corporate income tax base. Compared to the year 1992, the rules currently governing the depreciation allowances for tax purposes, the treatment of dividends and the inter-temporal loss offset are more generous from the perspective of the tax payer. Hence, with respect to the overall picture, the development of corporate taxation in Romania does not fit in with the trend of tax-rate-cut-cum-base-broadening reforms.
Our analysis of corporate taxation in Romania is not limited to a comprehensive description of the development of corporate taxation in Romania, but goes on with a numerical analysis of the tax burdens at different periods of time which constitute milestones in the development of corporate taxation in Romania. The calculations are based on the methodology of the European Tax Analyzer, which has been used in a wide variety of international tax burden comparisons. This paper provides the first application of the European Tax Analyzer in an analysis of the development over time of a transition economy's tax system, namely Romania.
The results presented in table E-1 confirm the expected long-term downward trend of the effective tax burden. Overall, the company tax burden decreased by EUR 29, 282, 603 (equalling 182 .89% relating to the benchmark tax regime 2010) from EUR 45,293,505 under the tax code in effect in 1992 to EUR 16,010,902 in 2010. The results in table E-1 moreover show that the corporate income tax generally constitutes the main share of the overall tax burden. Accordingly, the impact of non-profit taxes, i.e. the building and land tax, on the overall tax burden is relatively low. The striking decline is, therefore, mainly attributed to the continuous tax rate cuts over the last decades starting from 45% in 1992 to a uniform rate of 16%, which was introduced in 2005 and is still in place today. Furthermore, the quantitative analysis based on the model company confirms the first impression of the qualitative analysis that the reduction of the corporate income tax rate has not been accompanied by a broadening of the corporate income tax base.
When corporations which are characterised by specific sets of financial ratios representing different industries are considered, the results for the base case are generally confirmed. Irrespective of the industry, the findings reveal the general downward trend of the effective tax burden over the last two decades. 
Introduction
Taxes influence the attractiveness of a jurisdiction as a location for investment. From the perspective of Romania and other new Member States of the European Union, comparably low tax burdens may serve as a means to attract direct investment by foreign multinationals. Accordingly, the statutory tax rate of the Romanian corporate income tax has been decreased significantly in the past two decades from 45% in the year 1992 to 16% applicable since 2005. This is in line with the common trend of decreasing corporate income tax rates among the Member States of the European Union and the OECD (Loretz, 2008: 645 et seq.) .
Yet, the corporate income tax rate does not give the whole picture as the reduction of corporate income tax rates in many longstanding EU and OECD Member States has in many cases been accompanied by a broadening of the tax base. This trend, however, has been to some extend counteracted by temporary measures taken in response to the global economic crisis, first and foremost the increase of depreciation rates or the introduction of declining balance depreciation (Spengel & Zinn, 2011: 505 et seq.) .
With respect to accession countries, the picture is not so clear. Whereas many new Member States provide for special investment incentives and generous depreciation allowances and therefore tend to have smaller tax bases (Devereux, 2007: 17) , provisions for inter-temporal loss offset are in many cases stricter than among the group of EU-15 countries (Jacobs et al., 2011: 76) .
Effective tax burdens take into account the most important features of a tax system beyond statutory tax rates. They serve as an indicator for how taxes may affect investors' decisions on location, scale and mode of finance of a potential investment. Moreover, they provide policy makers with simplified but sophisticated information about the impact of their tax policy decisions on economic activity, especially in an international context.
When policymakers want to evaluate the impact of their tax policy on economic activity, it is of particular importance to understand how tax systems have developed over time. Therefore, the objective of this paper is to investigate the development of corporate tax law in Romania from 1992 to 2010 in order to highlight the main structural changes of the Romanian tax system. To our knowledge, all research on the development of taxation in Romania since the fall of the communist regime either focuses on the macroeconomic perspective, giving insights how tax revenue as a percentage of GDP has evolved over time, or, more recently, on the impact of flat tax but does not point out the important structural changes in detail (Devereux, 2007; Dobrotă & Chirculescu, 2009; Drăcea, 2008; Voinea & Mihăescu, 2009; Mutaşcu & Dănuleţiu, 2011) .
Our analysis is not limited to a comprehensive description of the development of corporate taxation in Romania, but goes on with a numerical analysis of the tax burdens at different pe- The calculations are based on the methodology of the European Tax Analyzer. This approach allows to separately account for any kind of non-profit tax as well as complicated tax provisions, such as different kinds of rules that limit the deduction of interest expenses or provisions governing inter-temporal loss-offset, in great detail and hence provides valuable insights in the different tax drivers. The European Tax Analyzer has been used in a wide variety of international tax burden comparisons. Furthermore, it has been approved by the European Commission in several studies (European Commission, 2001; European Commission, 2011; Spengel & Oestreicher, 2011) . Moreover, the model has already been applied to analyse the development of corporate taxation over time for the case of Germany and other EU Member States (Spengel & Zinn, 2011) . This paper, however, provides the first application of the European Tax Analyzer in an analysis of the development over time of a transition economy's tax system, namely Romania.
The remainder of this article is structured as follows: in chapter 2, we present a comprehensive description of the development of corporate tax law in Romania from 1992 to 2010. We furthermore confront the current tax system with corporate taxation among the other accession countries. In chapter 3, we introduce the methodology for the computation of effective company tax burdens as well as the underlying database. In chapter 4, the effective tax burdens for the six considered years are analysed in detail. As corporate income taxes might affect investment in various industry sectors differently, the comparison of the effective tax burdens is finally extended to corporations representing different industries. Chapter 4 concludes with a comparison of the company tax burden of the Central and Eastern European EU accession countries and an assessment of possible measures to reform corporate taxation in Romania. We finally summarise our findings in chapter 5.
Corporate Taxation in Romania from 1992 to 2010
Among the Member States of the European Union, Romania is considered to be a low tax country. This is mainly due to the adoption of the flat tax system in 2005, which involves a uniform tax rate for corporate income tax and personal income tax amounting to 16%. This is in line with a common trend among Eastern and Central European countries towards the introduction of flat tax systems (Ellis, 2010; Keen et al., 2008: 716) . Besides this, many other Member States of the European Union and the OECD have significantly reduced their corporate income tax rates as well (OECD tax database; Devereux, 2008: 630; Devereux et al., 2009 ). Yet, the corporate income tax rate in Romania still significantly undercuts the average corporate income tax rate in the European Union, which amount to approximately 22% in 2010 (Taxes in Europe database; IBFD database).
In many EU Member States, the reduction of the corporate income tax rate was accompanied by a broadening of the income tax base (Devereux et al., 2002: 457 et seq.; Loretz, 2008 : 645 et seq.; Spengel & Zinn, 2011) . This involves, inter alia, the limitation of depreciation for tax purposes, the introduction of thin-capitalisation rules, which limit the deduction of interest expenses, and the restriction of inter-temporal loss offset.
In this section, we summarise the major developments of corporate taxation in Romania from 1992 until 2010. In doing so, we take into account major tax provisions for the determination of taxable profits, namely depreciation allowances, production costs as well as inventory valuation, pension costs, rules restricting the deductibility of interest, the taxation of dividend income, and the treatment of losses. In addition to corporate income tax, real estate taxes are considered. No other profit or non-profit taxes are levied in Romania. As the focus is on the taxation of corporation, the taxation of individuals is not taken into account. Table 1 gives an overview of the most important tax provisions which are discussed in more detail in the following. The focus is on the years 1992, 1995, 1998, 2003, 2006 and 2010 1 as these years constitute important milestones in the development of corporate taxation in Romania.
Corporate income tax

Statutory corporate income tax rate
The corporate income tax rate has declined significantly over the last twenty years from 45% in 1992 to 16% from the year 2005 on (see table 1 ). From 1992 to 1994, a tax scale with only two brackets was in place which involved that income up to ROL 1 Mio. (RON 10,000) was subject to a tax rate of 30%.
From 1 st May, 2009 until 30 th September, 2010, an alternative minimum tax (AMT) was in place. The alternative minimum tax was determined based on the taxpayer's turnover, amounting to a maximum payment of RON 43,000 if the turnover exceeded RON 129 Mio. The only significant tax law change concerning corporate taxation in 2011 compared to 2010 is the abolition of the AMT. 
Corporate income tax base
Depreciation allowances
For fiscal purposes, depreciation allowances are granted with respect to the capital expenditure incurred by a taxpayer on assets used in its business. Such assets include buildings, plant, machinery, equipment and intangibles like patents, trademarks or licenses. In contrast to this, land is not depreciable. In 2010, several different depreciation methods are available, namely the straight-line depreciation method (SL), the declining-balance depreciation method (DB) and accelerated depreciation method (AD).
If the straight-line method is applied, the depreciation allowances are determined by evenly allocating the acquisition or production costs to the useful live for tax purposes. The declining-balance method entails the application of a coefficient of 1.5 (useful life for fiscal purposes of 2 to 4 years), 2 (5 to 10 years) or 2.5 (more than 10 years) to the straight-line depreciation allowance. A switch-over to the straight-line method is permitted as soon as the straight-line depreciation, which takes into account the remaining useful life, results in a higher depreciation allowance than the declining-balance depreciation. Hence, the declining-balance method is the more favourable depreciation method from the perspective of the tax payer. Yet, it is only available for movable, tangible assets, which exclude intangible assets and buildings. The accelerated depreciation method involves a deduction of 50% of the entry value in the first year of use. Subsequently, the residual value has to be depreciated according to the straight-line method over the remaining useful life. In 2010, the accelerated depreciation method was only available with respect to machinery, factory equipment and patents, but not for buildings, office equipment and licenses.
The maximum and minimum useful life for tax purposes for machinery, factory equipment and office equipment is specified by law (see table A-2 in the appendix). The permissible range varies substantially with respect to the specific kind of machinery or equipment as well as the sector. If the sectors manufacturing, commerce, construction, transport and service are considered jointly, machinery and factory equipment may be depreciated over 7 to 11 years on average. In the case of office equipment, the permissible useful life ranges from 9 to 15 years regardless of the sector (see table 1 ). The taxpayer may choose any depreciation period among the permissible range, even if this results in a lower depreciation period than according to the economic life of the respective asset.
During the period under consideration (1992 -2010), the provisions concerning the depreciation allowances have changed several times. This concerns the available depreciation methods as well as the useful life for tax purposes. Moreover, depreciation for land has been available for a short period of time from 1994 until 1996 and amounted to 25% of the short term lending interest rate (see table 1 ).
The official tables specifying the useful lives for tax purposes, which are in place since 2004, provide a range of permissible useful lives with respect to machinery and factory equipment. This allows for a certain amount of discretion of the taxpayer. Until 2004, the useful lives for different kinds of assets were fixed to a specific value instead of a range of permissible useful lives to choose from (see table A-2 in the appendix). From 1992 to 1993, the average useful life according to the official tables was 11 years for machinery and factory equipment and 19 years for office equipment (if the sectors manufacturing, commerce, construction, transport and service are considered jointly) (for reference see table A-2 in the appendix). When determining depreciation allowances, the useful life was further reduced by 40%. Consequentially, machinery and factory equipment were depreciated over a period of 7 years (equalling a depreciation rate of 14.29%) on average whereas office equipment was depreciated over 11 years (equals a depreciation rate of 9.09%) on average. The 40% reduction also applied to buildings, resulting in a depreciation period of 36 years.
In 1994, the useful lives were decreased, on average, to 9 years for machinery and factory equipment, 14 years for office equipment and 50 years for buildings. Yet, the 40% reduction was abolished, which resulted in longer depreciation periods than in the preceding years. In contrast to this, the introduction of the official tables in place since 2005 resulted in lower depreciation periods (see table 1 ).
The applicable depreciation methods have undergone several changes since 1992 as well. From 1992 to 1994, only the straight-line method was available. With respect to movable assets, straight-line depreciation was replaced by pool-depreciation (PD) in 1995. Under the pool depreciation method, assets with similar useful lives were pooled together and depreciated at a fixed rate. The assets were allocated to the different asset pools based on their expected useful life (see table A-3 in the appendix).
In 1998, the main features of the system in place today, namely straight-line, decliningbalance and accelerated depreciation (50% depreciation in the first period of use), were finally introduced. In contrast to the regime in place in 2010, accelerated depreciation had also been available for office equipment until 2003.
Although the provisions governing depreciation for tax purposes have not evolved in a straight-forward manner as some tax law changes worked in the detriment whereas others worked in favour of the tax payers, the overall picture shows that depreciation allowances have been increased since 1992.
Production costs and Inventory Valuation
Under Romanian tax law, the determination of production costs generally follows a full cost approach. Consequentially, all direct costs, material and production overhead costs, and the depreciation of fixed assets which are related to production have to be included. Interest costs may only be capitalised if they are related to long term contracts. General administration costs are not included. Development costs are capitalised when the conditions to recognise an intangible asset are fulfilled according to local GAAP, while research costs are expensed immediately. Finally, distribution and sales costs are not included in production costs.
As for the valuation of inventory, the last-in-first-out method (LIFO), the first-in-first-out method (FIFO) and the average cost method (WAC) are available. In the case of inflation, the LIFO method results in the lowest taxable profit. Before these valuation methods were introduced to Romanian tax law in 1994, the valuation of inventories was not governed by law. The application of the average cost method was, however, usually approved by the tax authorities.
Pension Costs
The deductibility of pension costs generally depends on the manner in which the occupational pension scheme is financed. In this respect, it is possible to distinguish between funded and unfunded schemes. In contrast to this, public pension schemes financed through social security contributions are not considered here. In the case of funded schemes, companies make regular cash contributions to a pension fund, which collects the money and is responsible for the future pension payments to the employees. By contrast, in an unfunded scheme, the company takes such responsibility and a provision is set up. In both cases, the costs for the future pension payments are deductible from the tax base upon realisation. 
Restrictions to the deduction of interest expenses
Interest expenses which are related to business are generally deductible. Yet, Romanian tax law provides for two kinds of provisions restricting the deduction of interest which does not satisfy certain arm's-length-requirements. Both rules are in place since 1 st July, 2002.
First, interest expenses relating to loans by related parties and non-financial institutions exceeding 6% (for loans denominated in hard currency) or the National Bank of Romania's reference interest rate (6.25%) (for loans denominated in RON) are not deductible. These interest rates are subject to change on a yearly basis. Interest which may not be deducted according to this rule must not be carried forward. Second, interest relating to medium and long term shareholder loans is not deductible if a debt-to-equity ratio of 3:1 is exceeded (intereststripping rule). For the purpose of this comparison, the amount of equity and debt are calculated at an average of the balances as at 1 st January and 31 st December of the respective year. The scope of equity comprises the share capital and the profit reserves, while only share-holder loans are taken into account when determining the debt-to-equity ratio. Interest which is non-deductible under this provision may be fully deducted in future periods as soon as the debt-to-equity ratio falls below 3:1.
The tax provisions that restrict the deduction of interest expenses have undergone several important changes since 1992. First, when the thin-capitalisation rules were introduced on 1 st July, 2002, the debt-to-equity-ratio was originally 1:1. In 2004, the debt-to-equity ratio was increased to 3:1. Second, the earning-stripping provision originally covered loans by banks in addition to shareholder loan. Interest on loans from banks was excluded from the scope of the earning-stripping rule in 2005. Hence, the provision in place in 2010 is much less restrictive than the original provision introduced on 1 st July, 2002. Third, from 2002 to 2004, the earning-stripping rule was accompanied by another provision. Under this rule, interest expenses were deductible up to interest income plus 10% of revenue, 2 even if the earning-stripping rule applied.
Finally, two other provisions restricting the deduction of interest expenses had been in place before the rules in place since 2002 were introduced. In the years 1995 and 1996, interest was only deductible up to the amount of interest income plus 20% of revenue. Interest which was not deductible in a certain year could be deducted in the following years, taking into account the inflation rate. In contrast to this, from 2000 until 30 th June, 2002, interest expenses were generally deductible up to the interest rate applicable to loans by commercial banks. Hence, interest on loans meeting arm's length requirements was fully deductible. In contrast to this, the provision in place in 2010 does not offer a safe haven with respect to interest from shareholder loans meeting arm's length requirements.
Deductible taxes
The two real estate taxes levied in Romania, namely the building tax and the land tax, have been deductible from the corporate income tax base during the whole period under consideration (1992) (1993) (1994) (1995) (1996) (1997) (1998) (1999) (2000) (2001) (2002) (2003) (2004) (2005) (2006) (2007) (2008) (2009) (2010) .
Taxation of dividend income
Since 1995, domestic dividend income has been exempt from corporate income tax. With regard to foreign dividend income, the provisions of the EU Parent-Subsidiary Directive 3 were implemented in domestic law in 2007. Hence, dividends received by a Romanian company (or permanent establishment) from a company resident in an EU Member State which is subject to corporate income tax in the country of residence are exempt from corporate income tax in Romania if the recipient company has continuously held at least 10% of the share capi-tal of the distributing company for a minimum period of 2 years at the date of the dividend payment. In all other cases, dividends are included in the taxable profits and subject to corporate tax rate. Yet, unilateral relief for juridical double taxation is provided by way of an ordinary tax credit for income taxes paid abroad. The tax credit, however, is restricted to the corporate income tax computed according to the Romanian tax provisions.
Before the implementation of the EU Parent-Subsidiary Directive in 2007, foreign dividends were included in the tax base of corporate income tax and no relief for economic double taxation was granted. A tax credit was, however, available for foreign withholding tax. This credit was limited to the Romanian corporate income tax due on the foreign dividends. In contrast to this, domestic dividends have been exempt from the corporate income tax base since 1995. Yet, since 1992, dividends distributed to resident parent companies have been subject to withholding tax at a rate of 10% (16% since 1 st July, 2010). In connection with the implementation of the Parent-Subsidiary Directive, the withholding tax rate was abolished in 2007 for cases where the conditions highlighted above are fulfilled.
Tax treatment of losses
In 2010, losses may be carried-forward for 7 years. Since 1992, the period for low carryforward has been increased as presented in table 1. Besides the time limit, loss carry-forward is not limited in absolute or relative terms. A loss carry back is not available.
Tax incentives
During the period under consideration, a great variety of tax incentives have been available at different points of time. In the following, we refer to the most relevant ones. From 1992 until 1994, Romanian tax law offered a tax holiday ranging from 6 months up to five years depending on the sector. 4 In addition, from 1992 to 1998, from 2001 to 2002 and again from 2009 to 2010, reinvested profits were fully or partially tax exempt if certain conditions were fulfilled. Finally, in 2009, a tax incentive for research and development was introduced providing for a deduction of 120% of eligible R&D expenses when determining the corporate income tax base.
Real estate taxes
Corporations resident in Romania are subject to two major real estate taxes, namely building tax and land tax. For the year 2010, the tax rate of land tax varies between RON 153 and RON 8,921 per 10,000 sqm, depending on the type of the locality and the zone where the land is situated within the locality, which again depends on the category of use. In the case of highly-developed industrial sites, the rate for zone C generally applies which ranges from 4
The following tax holidays were granted from 1992 to 1994: 5 years for companies belonging to the sectors energy, construction and manufacturing, 3 years for transport companies and half a year for companies belonging to the sector commerce.
RON 306 to RON 5,600 per 10,000 sqm depending on the size of the locality. Furthermore, local authorities may increase the applicable tax rate by up to 20%. Table 2 depicts the tax base and tax rate of the building tax and the land tax for the years under consideration. Land tax is determined by multiplying the area of land by the tax rate, which depends on the type of the locality and the zone where the land is situated within the locality. Only unbuilt land, meaning land with no building on top, is currently subject to land tax. In contrast to this, from 1995 to 1998, the tax base of land tax comprised built-up land as well as unbuilt land. Building tax is levied by multiplying the historical value of real property except land by a tax rate which is set by the Local Council and varies between 0.25% and 1.5%. If the buildings have been fully depreciated for tax purposes, the tax base may be decreased by 15%. If the building has not been revaluated in the last three years, the tax rate is increased by the Local Council, resulting in tax rates varying between 5% and 10%.
In the last 20 years, the tax rates for land tax have been increased significantly. In the case of land used for industrial purposes, the arithmetic mean of the tax rates has been increased from RON 7 0.45 per 10,000 sqm in 1992 to RON 2,482 (zone C) in 2010. 8 In comparison, the building tax rate has undergone only small changes as shown in table 2.
Corporate taxation among the accession countries
From the perspective of Romanian tax policy makers, the other Central and Eastern European Member States of the EU constitute an important reference group. These countries are Bulgaria, the Czech Republic, Hungary, Poland, the Slovak Republic and Slovenia. Hence, in the following, we will give a brief overview of the most important aspects of corporate taxation in 5 The tax rates in brackets apply if the building has not been revalued in the past 3 years. 6 The rates applicable in 1992, 1995 and 1998 are converted from ROL into RON, which is the currency in place since 2003, at the official conversion rate of ROL/RON 10,000/1. 7 Converted from ROL into RON at the official conversion rate of ROL/RON 10,000/1. 8 See Table A -4 in the Appendix.
these countries and highlight differences as well as similarities with respect to the Romanian tax system. Table 3 gives an overview of the most important features of the corporate tax systems.
Among the seven considered countries, only Bulgaria undercuts the Romanian statutory corporate income tax by 6 percentage points. In Hungary, a local income tax is levied in addition to the corporate income tax. Moreover, the rules governing depreciation allowances in Romania stand out among the group of Central and Eastern European EU Member States in two ways. First, machinery and factory equipment as well as patents may be depreciated at a rate of 50% of the acquisition or production costs in the first period of use followed by the straight-line depreciation over the remaining useful life for tax purposes (accelerated depreciation). Second, the useful life stipulated by tax law is higher than in the other six Central and Eastern European EU Member States.
All of the seven Central and Eastern European countries except the Slovak Republic apply thin-capitalisation rules that restrict the deduction of interest if a certain debt-to equity ratio is exceeded. With a debt-to equity ratio of 3:1, the Romanian rules do not differ from the practice among the other countries under consideration. Only Slovenia applies a more generous debt-to-equity ratio of 6:1 (see table 3 ).
Like the majority of the countries under consideration, Romania allows for the application of the LIFO-method for the valuation of inventory, which is more tax favourable from the taxpayer perspective in the case of increasing prices. Finally, the treatment of losses within the scope of the Romanian corporate tax system is neither especially strict nor especially generous compared to the other six Central and Eastern European countries.
Summing up, this review of several important features of the corporate tax system shows that the Romanian corporate tax system does not significantly differ from the tax systems in place in the other six Central and Eastern European accession countries. Since 1 st July 2010, income up to HUF 250 Mio. is subject to a reduced rate of 10% without being subject to further conditions. Income exceeding this amount is subject to a rate of 19%. 10 For a more detailed overview of thin-capitalisation rules in Europe, also see Dourado & de la Feria, 2008. 11 This does not comprise back-to-back financing via a financial institution.
Interim results
Our survey of the development of corporate tax law from 1992 to 2010 conveys that corporate taxation in Romania has undergone many significant changes in the past twenty years. Whereas the steady and significant decrease of the corporate income tax rate constitutes an example for a continuous development of the tax system, several other areas of corporate taxation are not characterised by continuity. This especially holds true with respect to depreciation allowances and provisions that limit the deductibility of interest expenses.
When assessing Romania's attractiveness as a location for investment with regard to corporate taxation, the decrease of the corporate income tax rate constitutes the most important development. Moreover, we can summarise that the sharp decrease of the corporate income tax rate has been accompanied by a narrowing of the corporate income tax base. First, depreciation allowances have been increased. Second, domestic and foreign dividends have been excluded from the tax base. Third, the time span for loss carry-forward has been widened. With respect to provisions that restrict the deductibility of interest, the impression is less straightforward because the scope of the earning-stripping rule in place since 2002 is more restrictive than the preceding provisions, but has been relaxed to some extent in 2005 through the exclusion of interest on loans from financial institutions as well as on corporate bonds and the increase of the debt-to-equity ratio from 1:1 to 3:1.
Hence, the development of corporate taxation in Romania contrasts the trend of tax-rate-cutcum-base-broadening, which can be detected for many other Member States of the European Union as well as OECD Member States (Devereux et al., 2002: 457 et seq.; Finke et al., 2010; Loretz, 2008: 645 et seq.) .
The comparison of the main features of the Romanian tax system with the tax systems of the six other Central and Eastern European EU accession countries highlights that Romania stands out positively with respect to the corporate tax rate and generally is in line with the tax policy of the other countries under consideration with respect to all other accentuated tax provisions.
Methodology and Data
The effective corporate tax burden is determined by a applying the European Tax Analyzer (see European Commission, 2011; Spengel & Oestreicher, 2011; Jacobs & Spengel, 2002; European Commission, 2001; Jacobs & Spengel, 1996) . The European Tax Analyzer is a computer-based model firm approach which calculates and compares effective average tax burdens for companies facing different tax systems in Europe. The effective average tax burden is derived by simulating the development of a company over the simulation period of ten years. It is expressed as the difference between the pre-tax and post-tax value of the company at the end of the simulation period and states the central outcome variable of the model. The value of the company is represented by its equity, including the capital stock and the cumula-tive net income generated in each of the ten periods. In order to determine the post-tax value, the tax liabilities of each of the ten periods are derived by taking into account all taxes that may be influenced by investment and financing at the corporate level. Consideration is not only given to corporate income taxes, but also to local (profit) taxes, real estate taxes, wealth taxes and surcharges if applicable (for details see Spengel & Oestreicher, 2011: 3-7) .
Depending on the tax rules which are to be applied, the tax value of assets and liabilities may differ from their fair value at the end of period ten. These unrealised profits and liabilities, which are calculated as the difference between the book-value of the assets and its replacement cost (for details see Gutekunst, 2005: 98 et seq.) , are added to the taxable income in period ten and are taxed accordingly. Therefore, only the effects of different tax accounting rules on liquidity are taken into account. In order to fully capture the effects of different loss relief and thin-capitalisation rules, remaining loss-carry forwards or interest-carry forwards are liquidated at the end of the simulation period. With respect to the loss-carry forward, a devaluation of 90% of its nominal value is applied if the loss-carry forward is limited to one year. In line with this, no devaluation is applied if losses can be carried forward 10 years and more. 12 In the case of an interest carry-forward, the devaluation amounts to 50% if the tax law does not provide any restrictions for the use of the interest carry-forward. In turn, a devaluation of 75% is applied if there are restrictions.
Within this conceptual framework, the model uses empirical data mainly taken from the AMADEUS database to determine an EU-27 average company. 13 The implemented EU-27 average company thus represents a model of a firm ignoring country and industry specific effects on pre-tax data, which means that the balance sheet, the profit and loss account and the corporate planning of this model company are given and independent from country-specific taxation rules. For the sake of comparability, it is assumed that this model-firm shows identical financial ratios before any taxation in each considered country. As a consequence, differences between the pre-tax and post-tax data can be solely attributed to differing tax rules in the EU-Member States. Table 4 and table 5 set out the balance sheet of the generated EU-27 average company and its most important financial ratios. It depicts the different types of investment and their sources of finance and highlights the relative weight of these investments and the source of finance. 12 A devaluation of 80% in the case of a 2-year loss carry-forward, a devaluation of 50% in the case of a 5-year loss carry-forward and a 30% devaluation in the case of a 7-year loss carry-forward follows from this. 13 The AMADEUS database (Bureau van Dijk Electronic Publishing (http://www.bvdep.com/de/AMADEUS.html)) provides financial and supplementary information for about 6.74 million companies in the European Union (Update 125 as of February 2005). For the purpose of this paper, data of 19,211 companies referring to financial data for the year 2001 are used to determine the large EU-27 average company. All other companies are not relevant in terms of size, legal forms (e.g. partnerships), industries (e.g. mining) or ownership (e.g. publicly owned). The main reason to choose the year 2001 was that, according to the Ifo Economic Climate Indicator for the Euro Area, this year approximates the longterm average and, thus, represents balanced economic conditions. For details, see Spengel & Oestreicher, 2011 : 15 et seq. The approach described for determining the EU-27 average company was applied identically in order to create industry-specific model firms. To this end, the data sample was divided by industry classes according to the Nomenclature statistique des activités économiques dans la Communauté européenne (NACE) code. The structure for these companies and their characteristics, expressed in common financial ratios, are presented in table 5. The procedure of the European Tax Analyzer computation requires various estimates in order to define and describe the model firm and the economic conditions which are assumed to prevail. For production and sales, acquisition of goods, staff expenditure, other receipts and expenses (e.g. expenses for R&D), investment, distribution, and cost of financing, we derive all required information from the EUROSTAT and the BACH-Database. Regarding the macroeconomic data, different inflation rates, credit and debit interest rates, exchanges rates 14 and cost of energy are considered. Finally, several important assumptions have to be made:
-Expected economic lifetime for assets: 50 years for both production buildings and office buildings; 5 years for patents and concessions; 4 years for plant and 5 to 10 years for machinery; 9 years for office furniture and fixtures; zero for both financial assets and stocks.
-Depreciable assets are assumed to be run down at the end of their expected economic life and replaced with new assets, based on the historical cost of the deposited assets adjusted for inflation. Thus, the initial capital stock remains at least constant.
-The goods produced are assumed to be either stocked or sold on the market in the period of production, so multi-period production is possible.
-Inflation rates: 2.2% of consumer price index, 4.8% of price index for basic material, 0.8% of price index for wages, and 2.3% of price index for investment goods; 15 -Interest rates for creditors and debtors: 3% for short term credit, 3.9% for long term credit, 5.9% for short term debt, and 5.1% for long term debt. 16 .
The tax module also permits the selection of several accounting options (tax electives) which enable a company to influence its taxable profits. In summary, the profit computation of our approach covers:
 depreciation (i.e. the methods and tax periods for all relevant assets, extraordinary depreciation);  stock valuation (i.e. last-in, first-out (LIFO), first-in, first-out (FIFO), and weighted average cost method; inflation reserves; production costs);  research and development costs (i.e. immediate expensed or capitalised);  employee pension schemes (i.e. deductibility of pension cost, contributions to pension funds; book reserves); 14 In order to convert the tax payments for the land tax which is determined in RON/ per sqm of land into Euro, one uniform exchange rate is taken as a basis for the calculation of the effective tax burden, namely the average exchange rate of the year 2001. For the purpose of the comparison of the company tax burden of the Central and Eastern European EU accession countries, the average exchange rates of the year 2010 are taken as a basis for the determination of the effective tax burden. 15 See ECB, ECB and Eurostat calculations, (Frankfurt am Main, 2006) . 16 See ECB, MFI interest rate statistics, December 2006 , (Frankfurt am Main, 2006 ; OECD, Financial indicators MEI, (Paris, 2006) .
 provisions for bad debts and guarantee accruals;
 elimination and mitigation of double taxation on foreign-source income (i.e. exemption and foreign tax credit, deduction of foreign taxes);  thin-capitalisation rules as well as earning stripping rules;  notional interest deductions; and  loss relief (carry back and forward).
Thus, the methodological framework allows for detailed determination of the corporate tax base, providing valuable insights on the impact of changes of the tax provisions that govern the corporate income tax base.
Results
Assessing Romanian corporate tax reforms during 1992-2010
As a starting point, table 6 displays the effective tax burdens of the base case and the share of particular tax categories in the overall tax burden at the corporate level in Romania over the time period between 1992 and 2010. The focus is on the years 1992, 1995, 1998, 2003, 2006 and 2010 as these years constitute important milestones in the development of corporate taxation in Romania. The results confirm the expected long-term downward trend of the effective tax burden. Overall, the company tax burden decreased by EUR 29,282,603 (equalling 182.89 % relating to the benchmark tax regime 2010) from EUR 45,293,505 under the tax code in effect in the year 1992 to EUR 16,010,902 at present (year 2010) . 17 Yet, one has to keep in mind that companies could enjoy a consistent tax holiday up to 5 years, depending on the industry in which the company had operated before 1995. Taking this tax holiday into account, the overall effective tax burden for the tax regime as of 1992 decreases to EUR 25,034,407. Accordingly, the overall reduction in the effective tax burden amounts only to EUR 9,023,505 (equalling 56.36% relating to the benchmark tax regime 2010).
In addition, table 6 demonstrates that the corporate income tax generally constitutes the main share of the overall tax burden. Its share ranges from 97.58% in 1992 to 92.73% in 2010. Consequently, the impact of non-profit taxes, i.e. the building and land tax, on the overall tax burden is relatively low. The striking decline is, therefore, mainly attributed to the continuous tax rate cuts over the last decades starting from 45% in 1992 to a uniform and final rate of 16% in 2010. Besides declining corporate income tax rates, the elements that narrow the tax base support the decline in the effective tax burden. Most important, the exemption of foreign dividend income in 2010, the more generous depreciation allowances implemented over the time period under consideration, or the option to make use of the LIFO-method for corporate income tax purposes (1995) significantly reduces the effective tax burden. In addition, the elements of the corporate tax reforms which broadened the tax base mitigate the positive effect of the tax rate cuts on the effective tax burden only to a small extent. Mainly due to the comparatively high profitability and equity ratio, the base case model firm is neither subject to the AMT nor to the thin-capitalisation regulations. Similarly, the reduction of the effective tax burden from 1995 to 1998 amounting to EUR 1,599,351 (4.38%) is primarily caused by the availability of the accelerated depreciation scheme in 1998. Due to the immediate deduction of 50% of the initial acquisition costs of all machinery, factory equipment and patents, the effective tax burdens decreases by EUR 1,023,216 (2.81%) compared to a regular (straight-line) depreciation scheme. In contrast, the renunciation of depreciation of undeveloped land in 1996 increases the effective tax burden by EUR 12,440 (0.034%).
Finally, it is worth mentioning that the effective non-profit tax burden has been significantly increased over the time period under consideration. This is mainly due to the increasing tax rates for building and land tax. Besides the influence of increasing real estate tax rates, however, one has to remember that this effect is also a technical one. As the corporate income tax burden decreases over time, the same absolute real estate tax payments lead to a stronger relative tax burden.
Sensitivity Analysis
It has to be borne in mind that the results presented above are valid only for the model firm characterised by the specific set of financial ratios given in tables 4 and 5. As pointed out by David and Henrekson (2005) , corporate income taxes might affect investment in various industry sectors differently. Therefore, the comparison of the effective average tax burdens is extended to corporations characterised by specific sets of financial ratios representing different industries. The industries considered are: energy, commerce, construction, manufacturing and transport. Furthermore, the sector analysis enables us to check the robustness of our results and examine the effects of altering model assumptions, thereby illustrating the sensitivity of the results to selected financial ratios. Table 7 offers some insights into the characteristics of economic sectors which benefit to a higher or lower degree from the tax reforms over the last 20 years. At first glance, the results for the base case are confirmed by the industry-specific analysis. Irrespective of the industry, the findings reveal the general downward trend of the effective tax burden over the last two decades. This holds especially true for the model firms representing the commerce and manufacturing sector, which show similar financial ratios as the base case. Yet, the results of the average company representing the energy, construction and transport sector show significant changes in relative deviations between the implemented tax regimes.
Focusing on the energy sector, which is characterised by high levels of profits and high total immovable and movable fixed assets (capital intensity), the favourability of the tax regime as of 2010 and all other implemented tax regimes decrease in comparison to the base case. Indeed, corporations in the profitable energy sector benefit from tax rate cuts to a larger extent;
however, due to the high share of immovable assets in total assets, the increasing tax rates for building and land tax become more important. Furthermore, the financial assets ratio is considerably low in the energy sector. Consequently, corporations assessed under the tax regime as of 2010 benefit to a smaller extent from the exemption of foreign and domestic dividend income. For example, the exemption of foreign-source dividend payments in 2010 reduces the tax burden by only EUR 366,797 (0.74%) compared to EUR 263,086 (1.64%) in the base case.
By contrast, the relative deviations between the effective tax burdens of corporations assessed under the tax regime as of 2010 and all other implemented tax regimes becomes larger in the construction sector. As the corporation representing this business sector displays the lowest share of immovable fixed assets of all sectors under consideration, the effects identified for the energy sector revolve in the construction sector. In addition, due to the high share of fixed tangible assets in total assets, corporations benefit to a greater extent from the increased depreciation allowance over the time period under consideration, thereby explaining the comparatively high effective tax burdens under the tax regimes as of 1992 and 1995.
The average company of the transport sector yields lower profits and a higher capital intensity than the base case company. Again, non-profit taxes, e.g. real estate taxes, become more important in the overall tax burden and explain the lower tax burden of the tax regime as of 2006 compared to the one as of 2010. In addition, as the model company representing the transport sector suffers losses or very low income in several simulation periods, the introduction of the AMT increases the effective tax burden as of 2010 by EUR 69,811 (1.13%). By contrast, corporations benefit from the more generous loss carry-forward. While the incurred losses may completely offset the profits for corporations assessed under the tax regimes as of 1998, 2003, 2006 and 2010, the limitation of the loss carry-forward imposes restrictions on the liquidity and triggers additional tax burdens for corporations under the tax regimes as of 1992 and 1995. In detail, for both regimes, a large share of incurred losses cannot be offset against profits. Ceteris paribus, a loss carry-forward of 7 years would reduce the effective tax burden by EUR 921,179 (4.93%) and EUR 1,536,195 (8.49%) respectively.
International Comparison and Future Tax Reforms
Overall, the above analysis reveals the long-term downward trend of the tax burden and the increased attractiveness of Romania as an investment location form a tax point of view. Against the background of the ongoing tax competition in Europe, however, it is of great importance to analyse Romania's tax regime in an international context. In this regard, especially the other Central and Eastern European accession countries of the European Union, namely Bulgaria, the Czech Republic, Hungary, Poland, the Slovak Republic and Slovenia, must be considered as alternative investment locations. In the following, we thus expand our analysis to the countries mentioned above and analyse the effective tax burden in Romania in a cross-country setting. The international comparison is based on the tax regimes imple-mented as of the fiscal year 2010 (see table 3 ). For the purpose of the international comparison, the average exchange rates of the year 2010 are taken as a basis for the determination of the effective tax burden which is stated in Euro. 18 As the results displayed in Overall, the statutory tax rates and the effective tax burden are closely correlated, which is not surprising as the effective tax burden is calculated for a highly profitable model firm in the base case. (Spengel & Zinn, 2011) .
Focusing on the Central and Eastern European EU accession countries, the results displayed in table 8 reveal Romania's advantageous position in the international country ranking. Mainly due to its significantly lower statutory tax rate of 10% and the beneficial depreciation allowances for buildings and machinery (see table 3) , only Bulgaria provides a significant lower tax burden of EUR 9,961,865. In contrast, Hungary clearly stands out from the other considered countries with an average tax burden of EUR 40,608,921, which is 154.05% higher than the tax burden in Romania. Here, the overall tax burden is substantially determined by the local business tax accounting for 57.99% of the overall tax burden.
In all other eastern Member States, the effective tax burden is between 16.70% (Czech Republic) and 25.66% (Poland) higher than the one in Romania. Besides the lower statutory tax rates, this is mainly due to the more generous depreciation schemes in Romania (see table 3 ). In contrast, due to the comparable high real estate tax burden, Romania cannot further improve its position in the country ranking. Although real estate taxes are levied in all countries under consideration except Slovenia, their share in the overall tax burden is, in general terms, lower than the one in Romania. This holds especially true for the Czech Republic and Bulgaria, which also explains the considerable low effective tax burden in both countries. In the context of tax competition in the European Union, we finally analyse possible reform options for Romania by gradually decreasing the statutory corporate tax rate. Not surprisingly, the company tax burden decreases steadily with a reduction in the statutory corporate income tax rate. Assuming that all other jurisdictions do not amend their tax system, a corporate income tax rate of approximately 9.5% would not only place Romania ahead of Bulgaria but also on top of the overall European country ranking (table 9 ). Yet, even though the empirical literature provides clear results with regard to the positive impact of lower corporate taxes on foreign direct investment (Feld & Heckemeyer, 2011) , it remains -especially against the background of the global economic crises and the increasing demand of public funding -at least questionable whether such a considerable tax rate cut is advisable. Instead of further increasing tax competition, we are likely to see some policy coordination and multilateral action against tax distortions in Europe. In this regard, there are some promising signs, such as the Draft Council Directive on a Common Consolidated Corporate Tax Base (CCCTB) for Europe published by European Commission on 16 th March, 2011 (European Commission, 2011 . As the European Commission is currently in favour of tax competition based on national corporate tax rates under the proposed CCCTB 19 , it would also leave Romania and other Member States large areas of tax autonomy and room to attract foreign investment.
Conclusions
This paper provides a detailed analysis of the development of the Romanian company tax system in the last 20 years since the fall of the communist regimes. The analysis is not limited to the development of the corporate income tax rates but also covers the most important provisions governing the determination of the corporate income tax base as well as other taxes.
Furthermore, the paper offers the first application of the European Tax Analyzer for analysing the development of a transition country's tax system. In doing so, it provides insights into the most important drivers of the effective company tax burden in Romania in the past 20 years.
Apart from the significant corporate income tax rate decrease from 45% to 16%, the descriptive analysis of the development of corporate taxation in Romania shows that the decrease of the corporate income tax rate has been accompanied by a great variety of reform measures concerning the tax base of corporate income tax. The most important changes concern the depreciation allowances, provisions that restrict the deductibility of interest and the treatment of losses. The descriptive analysis indicates that the decrease of the Romanian corporate income tax rate has not been accompanied by a broadening of the corporate income tax base.
The insights of the descriptive analysis of the development of the Romanian corporate tax system are confirmed by the analysis of the effective company tax burden based on the European Tax Analyzer. We find that the effective company tax burden has decreased significantly from 1992 to 2010 by EUR 29,282,603 (equalling 182.89% relating to the benchmark tax regime 2010). This striking decline is mainly attributed to the continuous tax rate cuts over the last decades starting from 45% in 1992 to a uniform rate of 16% which was introduced in 2005 and is still in place today.
The quantitative analysis based on the model company furthermore confirms the first impression of the qualitative analysis that the reduction of the corporate income tax rate has not been accompanied by a broadening of the corporate income tax base.
As for the non-profit taxes, we find that their share in the overall effective tax burden has consistently increased over time. Apart from the technical effect triggered by the continuous re-duction of the corporate income tax rate, the increasing tax rates for building tax and especially for land tax caused the increase of the share of such taxes in the overall tax burden from 5.55% in 1992 to 7.27% in 2010.
When comparing Romania's tax regime with the six other Central and Eastern European EU accession countries, our analysis reveals Romania's advantageous position in the country ranking. Only Bulgaria provides a significant lower tax burden, which is mainly due to its significantly lower statutory tax rate of 10%. Yet, a corporate income tax rate of approximately 9.5% would not only place Romania ahead of Bulgaria but also on top of the overall European country ranking assuming that all other jurisdictions do not amend their tax system.
